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This appeal. is
the Revenue and Taxation
Tax Board in denying the

Joseph Mayel: . . ~ ’ . .
Certified Fubl2.c Accountant :

CrawEo?32 H, Thomas -' ,
Associate Tax Counsel

P rP;rl.?g~-A-

made pursuant to section 26077 of
Code from the action o f  t h e  F r a n c h i s e
c laims  05 Culver Federal Savings a n d

Loan Association for refund of franchiie tax in the amounts of
$2,978.00, $4,1l_2,00 and $4,965,83 for the income years 1959,
1960 .and 1961, respectively, I .

Appellant,
business in 1954.

a savings and Loan associatian,  commenced
Itz maintained a reserve for bad debts and

took deductions for additions to the reserve for federal
income tax purposes. Xt -incurred no actual. bad debts and
took no bad-debt'deductions for state franchise tax prposes
until 1961,  when it claimed on its franchise tax return for
the i,~!~cornz-year  I.960 a deduction. for an addition to a bad
debt reserve in the amount of 0,2 percent of its savings
accounts, A similar deduction, was claimed on its franchise
tax return for the income year 1961, which was fiked on
ISarch 15, 1962,

On March 13, 1962, respondent Franchise Tax Board
disallowed the deduction c%aimed for the income year 196Q in
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Pursuant to Regulation 24:348(a) pertain- .

ing to bad debt dcduc”;ion $0~ 3’ederal Savings
and Loan b?ssociat-i.~ns,- appli,cat.&rr is hereby

- made  for pcrmSLsr;ioq to chsnge t0 the reserve
method of t:~~azLng bad debts wA.te-off o

.
Sfnce’ Section 24652_ provides that; appll-

cation for change must be made thirty (30) *
days p31^iojc to close of the income year-, youx .
concu:mence with this request effective
January I, 1962 is mspcc&fu&Ey requested.

Appcl1ant’s bequest  was granted ,on Noverr?~er 27% f962,

O n  Augwt 30, 1963) appeZlant f:‘;Lcd c l a i m s  for
refund with  respoLldent for ‘ch~! im.mne years 1959, 1960 and
1961, on the ground that it was entitled to deduct an addi-
tion to its bad debt.reserve for each of those years in the
amount of 0.5 percent of its loans reeeivab3.e.. The claims ‘.
were. denied and  th i s  appeal Co%I.owed.

’ Respondent’s position is thZC Sii3Ce appell2ilb:  d i d

not C JAFZI any deductions on the XT~S~~VE!  method for the fi.~s,L
sevkral years of its existence it had adopted the. specifdc
c h a r g e - o f f  mcth.od  1 under  which d25ts are deducted as  they
actually  become ~~or:thless  O II.13 order to change methods E
-respondent argues 9 pemlbsskon masC be grantzed, and tlla -peemi.‘s.s  ion
gs=an’ced in l.962 did not h.ave re t roac t ive  e f f e c t .
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Culver FcderaE Savings and Loan Association-_I-_ ~l--w----c

taxpayer at the e;ld of a given year determines and enters in its
books an addition to its reserve for that year, it may in a
later period ciaim a deduction in that amount for th:~: year,
(Rio Grande Buildinv a:>d To?n ppcociat?on, 35 T. C. 6 5 7 , )  A s .--XII-U-II-LI-~~.--c;L1^I-^IZl^l^__i_U~r_r^_
we understand the facts, appzl.2,~~: entered i.11 its books an
addition to a reserve for the income year X959, and deducEed
it .for federal income tax ;:Jcqm Si:s o That llC2:li?g so ,  we b e l i e v e
appellai2t may pr0perl.y deduct for franchise tax purposes that
amount or such lesser amount as rcs;>ondent.may, in the proper ,:
exercise of its discretion, dctemine  to be reasonabk.

Respondent has stated that, in til-ie,~ event appellant.
is permj_tted to use the reserve method for the years in
question, it wishes to refez tha matter to its auditors to
compute the alIowzble deductions, A~peLl.ant has agreed to
accepz any such computations, oz.:.::  corrcli1sicin  )’ chereforc  > is
that aptpeflant may deduct for each of the years in qucsti.on
an addition to its reserve for bad debts ia such reasonable
amount as may be deter~ixed by ~zspondz~~k,  but not exczacdissg
the amount entered On appellant’s  haOk  fOY chat yea;:.

the
ing

. Pursuant to the views expre,,l
board on file' in this

cced in the opinion of
proceeding, an3 good cause appear-

therefor,
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